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Commercial Banks 


ACCELERATING PACE economic activ- 
since the fourth quarter 1954 has 
led restrictive measures monetary regu- 
lation. The objective these policy actions 
has been limit the growth aggregate 
spending order contain developing in- 
pressures and keep total pro- 
duction moving forward sustainable rates. 
The responsiveness total spending re- 
strictive monetary policies is, important 
degree, reflection changes the cost 
and availability borrowed funds. Rising 
interest rates restrain the growth spending 
making debt incurrence less attractive. 
Limited credit availability further restricts 
spending enlarging the fringe borrowers 
whose desires for credit are not entirely satis- 
fied. 

Unusually heavy bank credit demands 
businesses and individuals have accompanied 
the growth economic activity, but the ca- 
pacity the banking system enlarge its 
assets has not grown proportionately. Curbed 
restraining actions the monetary author- 
ity, total reserve balances member banks 
increased about $125 million the two years 
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ending December 1956, rate growth 
lower than the long-run average. Total bank 
credit and the money supply continued ad- 
vance during this period, Federal Reserve 
policy sought meet the long-run growth 
requirements expanding economy. But 
the enlarged lending capacity the banking 
system provided growing reserves and de- 
posits still fell short satisfying the appetite 
for bank credit arising out the business 
boom. seems evident that this set cir- 
cumstances would conducive rising in- 
terest rates bank loans and the dis- 
appearance easy availability bank credit. 

Yet, the degree which reserve pressures 
the banking system are translated into 
rising costs and declining availability bank 
credit varies from one bank another and 
from one time another. influencing the 
translation process are such factors 
subjective judgments regarding mini- 
mum liquidity needs, his willingness ex- 
pand ownership risk assets relative total 
assets, his reluctance realize capital losses 
security transactions, his relationship with 
the borrower, and on. The discussion which 
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follows considers how such factors may affect 
credit cost and credit availability commer- 
cial banks during period restrictive mone- 


tary policies. 
Government Securities—Prices and Yields 


Bank lending private borrowers since the 
fall 1954 has been financed largely sales 
Treasury securities the nonbanking 
public. the two years ending October 
1956, weekly reporting member banks the 
Nation expanded their loans little over 
$13 billion, and holdings Government se- 
curities declined almost $11.6 billion. With 
liquidation securities acting the principal 
channel through which loan expansion ef- 
fected, evident that yields sacrificed 
security sales must have important in- 
fluence the cost and availability credit 
the customer loan market. 

Yields Treasury issues have risen quite 
steadily since the summer 1954, and the 
cost obtaining loanable funds through se- 
curity sales has advanced progressively. Such 
yield increases tend reduce the income ad- 
vantage which may obtained liquidating 


Treasury securities and expanding loans 
private borrowers. Upward pressure bank 
loan rates created and, unless loan rates 
are appropriately adjusted, banks become 
more reluctant convert their assets from 
securities loans. 

The full impact price changes the 
Government securities market customer 
loan rates and credit availability only partly 
explained yield differences between 
ury issues and bank loans. During the early 
months the boom, individual banks relied 
heavily upon sales short-term securities 
obtain reserves. With continuation heavy 
loan demand, banks turn more often 
dation longer-term issues, and opportunities 
for switching from investments loans are 
increasingly colored considerations cap- 
ital losses and potential capital gains. 

Investors are somewhat reluctant realize 
capital losses, and banks are probably 
ception the rule. Losses securities sold 
less than original cost must displayed 
openly earnings statement. While 
bank may aware possible increase 
profits realizing capital loss and com 
verting assets higher earning power, 
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there may understandable aversion ex- 
hibiting large capital losses which may 
misinterpreted depositors stockholders 
evidence financial adversity. Unwilling- 
ness realize capital losses may gradually 
diminish with the passage time, banks 
and their stockholders become increasingly 
conscious lost opportunities for enlarged 
profits selling securities and extending 
loans. Still, the temporary existence this 
restraint security sales may have material 
effect the growth bank loans during any 
given period. 

Banker anticipations regarding future levels 
bond prices also may operate tighten the 
customer loan market. After period sus- 
tained decline bond prices, expectations 
may develop that prices have bottomed out, 
and that subsequent months will witness the 
return interest rates and bond prices to- 
ward levels customary recent years. Funds 
available for lending may then committed 
the long-term securities market search 
profits from anticipated appreciation 
capital values. should not overlooked 
that corporate profits earned via the capital 
gains route, the assets are held longer than 
six months, are taxed one half the rate 
current income. 

The degree which possible capital gains 
may influence bank’s willingness extend 
new loans appreciated more fully when 
actual comparisons are made potential cap- 
ital gains profits and income loans. The 
accompanying chart shows the after-tax yield 
(based per cent corporate tax rate) 
per cent Treasury bond selling $95, 
the bond returns par and sold one 
five years, and the loan rate necessary 
produce equivalent post-tax yield. 
easing stringent conditions the money 
and credit markets were accompanied 
return the bond price par year, for 
example, investment the bond would pro- 
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BOND YIELDS AND LOAN RATES 


PER CENT 
12 


POST-TAX PROFITS FROM BOND 
PURCHASES. 
Yj LOAN RATE NECESSARY TO PRO- 


OUCE EQUIVALENT POST-Tax 
PROFITS. 


YEARS TO PAR 


vide yield after taxes equal that 
year loan interest rate 10.7 per cent. 
And may seen that the bond returns 
par five years less, post-tax profits from 
the bond purchase would exceed those 
loan the prime rate interest per cent 
January 1957). The bond, addition 
providing higher yield, would also more 
attractive the basis liquidity and risk 
considerations. 

might argued that expectations re- 
garding future bond prices can scarcely 
held with high degree confidence, and 
that profits attributable the bond purchase 
must discounted for uncertainty before 
being compared with loan rates. equally 
true, however, that bank faces uncertainty 
with regard the period over which its funds 
can employed the customer loan market 
current loan rates. 


Liquidity and Risk 


Continuing sales Government securities 
have produced marked inroads the assets 
upon which banks rely secondary reserves. 
Treasury issues averaged per cent total 
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Interest Rates 


loans and investments and per cent total 
deposits weekly reporting banks October 
1954. Two years later these ratios had been 
cut per cent and per cent, respec- 
tively. reporting banks New York City, 
where loan demand has been particularly 
heavy, Government securities had fallen 
per cent total loans and investments and 
per cent total deposits October 1956. 
These ratios are based Government secur- 
ity holdings valued par. Because the 
decline market prices fixed-income se- 
curities since the fall 1954, the value 
Treasury issues held commercial banks 
currently lower than indicated par valua- 
tion, and the reduction the ratios 
Treasury issues total loans and investments 
and total deposits correspondingly larger. 

material alteration the maturity dis- 
tribution security portfolios, particularly 
the larger banks, has accompanied the liqui- 
dation Treasury securities, security sales 
have been predominantly short-term issues. 
For example, central reserve and reserve city 
member banks June 30, 1954, held $9.5 
billion Government obligations maturing 
year less. mid-1956, the volume 
such issues was $2.9 billion, and the portfolios 
many individual banks had been virtually 
emptied short-term obligations long before 
this date. 

This change the maturity structure 
bank investments and the resulting loss 
bank liquidity takes greater meaning the 
light recent price behavior the long-term 
securities markets. During the first half the 
postwar decade, appreciable fluctuations 
prices long-term Government obligations 
were prevented Federal Reserve policies. 
Investors could reasonably depend upon sell- 
ing long-term Government issues with little 
fear capital loss and, grounds liquid- 
ity, there was little distinction between short- 
and long-term issues. With prices Federal 


debt issues having moved more freely the 
past years response changing demand} 
the capital markets, the liquidity 
term Treasury obligations has declined. 
duced holdings short-term issues, which can 
readily sold without fear capital loss, 
therefore have marked effect banks 
liquidity position. 

additional result selling Government 
securities finance loan expansion that risk 
assets the banking system are increased 
percentage total bank credit. Loans 
private borrowers securities other than 
Treasury issues entail the possibility 
fault the borrower, risk which reflected 
the fact that Treasury security yields are 
less than those other obligations 
parable maturity and tax status. The volume 
risk assets held banks often compared 
with bank capital, since felt that growing 
capital funds provide cushion safety for 
increased ownership risk assets. Bank 
capital has been growing but not enough 
prevent rise the ratio risk assets 
capital funds. Capital accounts weekly 
porting banks increased per cent the two 
years ending October 1956; loans and 
vestments other than Treasury issues, 
while, rose per cent. 

The volume liquid and riskless assets ap- 
propriate for particular bank 
ingly complex problem, the solution which 
depends partly upon subjective judgments 
concerning uncertain future. Historical 
data—past deposit movements, previous credit 
experience with potential borrowers, price 
variations the securities markets, and 
—assist banker arriving decisions 
this area. Yet, the final analysis, the neces 
sity converting assets into cash the event 
unusual deposit losses and the possibility 
risk assets turning sour, depend upon trends 
the regional and national economy which 
one perceives with certainty. 
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These considerations suggest that while 
decline bank liquidity and expansion 
assets held banks may reduce the rate 
growth customer loans, decisions regard- 
ing liquidity needs and ownership risk 
assets will vary from one bank another. 
Wide divergence ratios loans deposits 
within the banking system seems support 
this conclusion. contrast the national 
ratio per cent, for example, loans 
Tenth Federal Reserve District weekly re- 
porting banks November 1956 averaged 

cent their total deposits, while the ratio 
New York City banks was per cent 
the same date. 

Differences loan-deposit ratios tend 
local and regional variations loan 
demand. But bank credit markets extend be- 
yond local and regional boundaries. survey 
business loans October 1955 revealed 
that nearly one fourth the dollar volume 
business loans outstanding Tenth District 
weekly reporting banks were nonlocal bor- 
rowers, and the majority these loans were 
borrowers located other Federal Reserve 
districts. difficult avoid the conclusion 
that banks with relatively small loan-deposit 
ratio many cases could have enlarged their 
portfolios further when demands for 
bank credit are swollen they have been for 
the past two years. 

Marked variations individual bank loan- 
deposit ratios within the District, where local 
credit demands are more nearly similar, re- 
inforce this judgment. Ratios individual 
District reporting banks December 1956, 
varied from per cent; the two extreme 
were small banks with comparable 
deposit totals. two large District reporting 
banks the same city that date, loan- 
deposit ratios differed much per- 
centage points, with the larger the two 

having the smaller proportion its 
deposits the form loans. Differences 
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deposit structure and the composition 
loan and investment portfolios tend pro- 
duce interbank differences loan-deposit 
ratios, but these factors seem unlikely 
create the observed divergences. 

Granting that liquidity needs and appro- 
priate holdings risk assets cannot esti- 
mated precisely, probable that standards 
acceptable each bank are reappraised 
periodically. Under the pressure insistent 
demands for accommodation customers, 
banks may adopt progressively higher loan- 
deposit ratios guide their lending 
policies during period stringent money- 
market conditions. gradual adjustment 
higher total loan volume does not imply the 
absence restraint the growth bank 
loans, however. suggests that restraint 
operates moderate the rate expansion 
bank loans, rather than halt growth abrupt- 
ly. The ceiling imposed upon loan volume 
liquidity and risk considerations may 
flexible one and still operate brake 
customer loan extensions. 


Credit Cost Availability? 


The influence bank reserve pressures 
the cost customer loans not easily meas- 
urable. Comprehensive current data bank 
rates for certain categories loans—such 
consumer loans, real estate loans, and agri- 
cultural loans—are not readily available. Rates 
short-term business loans, however, based 
reports from member banks large 
cities, advanced from 3.56 per cent 4.35 per 
cent between the third quarter 1954 and 
the third quarter 1956. This increase not 
large the expansion the cost obtain- 
ing reserve funds selling securities—Treas- 
ury bill rates rose 1.7 percentage points and 
5-year issues 1.5 percentage points dur- 
ing this period—nor great the rise 
business borrowing costs through issuance 
commercial paper. The movement bank 
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rates may somewhat understated, since en- 
largement compensating balances may have 
raised effective yields beyond the gains 
nominal interest charges. Yet, would seem 
that comparison with Treasury securities, 
bank loans have become less attractive asset 
with the general tightening monetary con- 
ditions. Rising administrative costs lend- 
ing, which are important part the total 
cost extending loans, also have operated 
reduce the relative attractiveness loan ex- 
pansion. 

Data relating changes the ease ob- 
taining bank credit are virtually unavailable. 
Because interest rate increases customer 
loans apparently not reflect fully the ex- 
panded cost lending, seems likely that 
banks have employed methods other than 
price increases ration scarce supply 
loanable funds among large number 
borrowers. Scaling down loan requests, short- 
ening the maturity loan contracts, apply- 
ing more rigid standards judge the credit- 
worthiness borrowers—all are methods 
limiting the extension new loans, methods 
which are alternatives discouraging bor- 
rowers through increased interest charges. 
While the decline credit availability 
banks not easily measured, its existence 
recent months has occasioned such wide- 
spread comment newspapers and financial 
periodicals scarcely questioned. The 
use direct rationing substitute for price 
increases allocate limited supplies prod- 
uct, however, not unique the banking 
system, nor decline credit availability 
unexpected development view the 
changes occurring liquidity and risk posi- 
tions the banking system. 

familiar example direct rationing oc- 
curred the automobile industry during the 
immediate postwar years. Available supplies 
new cars were far too small satisfy con- 
sumer demand existing prices. Prices ad- 


vanced under the pressure, sure, but not 
enough eliminate long lists eager, but 
unsatisfied, customers whose buying inten 
tions would not have been altered except 
drastic price increases. Similarly, banks have 
refrained from charging all the traffic will 
bear, preferring other methods for 
ing limited loan funds among potential bor 
rowers. 

The direction change bank liquidity 
and ownership risk assets occurring 
period loan expansion affects the 
ity credit placing premium improv- 
ing the quality loan portfolio. The 
existence heavy loan demands provides 
unique opportunity for upgrading standards 
creditworthiness, and decline the vol 
ume secondary reserve balances strong 
incentive so. The desire remain liquid 
and minimize risk exercises important 
fluence all business decisions. not sur 
prising that these preferences, along with the 
desire expand earnings, should express 
themselves within the banking system. 
deed, the long-run view earning 
capacity very real sense dictates careful 
attention liquidity and risk considerations 
period extraordinarily heavy credit de- 
mands. 

Preference for credit rationing substi- 
tute for interest rate increases distribute 
short supplies loanable funds perhaps 
explained also desire protect 
its future deposit business. The bulk 
local borrowers are also depositors, and 
retention these deposit balances mat- 
ter vital concern. Recognizing that essential 
credit requirements these borrowers are 
somewhat insensitive interest rate changes, 
bank may feel that large interest rate in- 
creases will only antagonize customers, 
sulting loss both loan and deposit busi- 
ness competing institutions. Amicable cus- 
tomer relations may not destroyed, the 
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other hand, banks scale down loan appli- 


cations shorten proposed maturities, but 
continue meet the most urgent needs for 
funds, while explaining that the action taken 


reflects pressures the own reserve 
Credit demands nonlocal borrow- 
ers who are not long-standing deposit custom- 
may, course, treated less sympa- 


thetically, not only with respect interest 
charges but also regards the volume 
these credit requests fulfilled. 

Upward movements interest rates over 
time may tend overcome the reluctance 
extend new loans, for higher interest rates 
customer loans provide compensation for de- 
clining liquidity and increasing risk while en- 
larging the margin profit between bank 
loans and other assets. Yet, adjustments in- 
terest rates not destroy the operation 
the direct credit-rationing mechanism. Costs 
reserve funds may advance further, and 
reduce once again the profits from lending 
operations. high interest rate levels, prefer- 
ence for immediately expanded earnings may 
take precedence over liquidity and risk con- 
siderations. But the latter problems are not 
thereby eliminated, and they continually re- 
assert themselves banks move higher 
risk and diminished liquidity positions. 


and Credit Availability 


Summary 


Rising interest rates and declining credit 
availability commercial banks represent 
response the banking system short 
supply bank reserves. The translation re- 
serve pressures into tightening the cus- 
tomer loan market complex process. 
Changing costs reserve funds are but one 
aspect the mechanism; banker attitudes 
with respect realized capital losses, liquid- 
ity, risk, customer relations, and expectations 
concerning bond prices, are equally im- 
portant. Direct rationing credit reflects 
apportionment limited supplies funds 
among borrowers without resort unduly 
large increases credit costs. Use this sub- 
stitute for price changes allocative de- 
vice not peculiar the banking system, 
however. 

The passage time tends produce grad- 
ual changes the resistance loan expan- 
sion, thus avoiding rigid, unyielding ceiling 
bank loans. flexible ceiling still provides 
restraint bank loan expansion during 
period inflationary developments, and 
the same time minimizes the threat eco- 
nomic stability which would result from 
abrupt cessation new credit available 
businesses and individuals. 


Monthly Review February 1957 


but 
ave 
The 
uid 
the 
In- 
ing 
ful 
ute 
ect 
ial 
in- 


Financing 


Farm Investments 


ARMERS USE DIFFERENT KINDS capital 
their farming operations. Their capital 
requirements frequently are classified the 
basis turnover and purpose for which the 
capital used. recent years, agricultural 
production expenses have averaged about 
$22 billion annually. These production ex- 
penses iend have turnover year 
less. 1956, farmers also had about $103 
billion invested real estate, which tends 
permanent investment. addition, they 
had $47 billion invested physical assets 
other than real estate. Part this investment 
similar production expense that 
has turnover year less, but much 
has turnover ranging from one year 
periods long duration. Such investments 
are frequently classified intermediate-term 
farm investments. 


(This the second article prepared using 
data obtained from the Agricultural 
Loan Survey conducted June 30, 
1956, the Federal Reserve System. 
This article based estimates for the 
Tenth Federal Reserve District that have 
been derived from data provided 
random sample 189 insured commer- 
cial banks.) 


Much the capital required for financing 
farm operations provided farmers them 
selves. many instances, however, farmers 
find advantageous supplement their own 
capital resources with borrowed funds. 
mercial banks and production credit 
tions are the major institutions providing 
credit for the financing production 
rent-expense items. Insurance companies, 
commercial banks, and Federal Land 
are the principal institutions providing credit 
for financing real estate investments. Most 
institutions providing credit for 
pense and real estate investments also pro 
vide credit for intermediate-term farm 
ments. 

Historically, financial institutions have 
specialized the financing intermediate 
term investments much the financing 
current-expense real estate investments. 
This partly because these institutions, 
though making intermediate-term investment 
loans, are more familiar with short-term and 
long-term ‘oans. This lack emphasis also 
has resulted considerable discussion the 
problems involved financing intermediate 
term investments. Although much this dis 
cussion has resulted constructive develop 
ments, number misunderstandings also 
have evolved. 
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For example, commonly assumed that 
the technological advancements the past 
few decades have caused intermediate-term 
investments increase much more rapidly 
than other farm investments. There posi- 
tive evidence indicating such trend. also 
has been assumed that repayment schedules 
for intermediate-term loans should based 
the income anticipated from the specific 
assets purchased with the loans. Such as- 
sumption questionable, since farmers differ 
greatly with respect the income and finan- 
cial reserves they have available for paying 
loans. Loans finance any given type in- 
termediate-term investment may have widely 
varying repayment schedules. 

Another significant factor determining 
the most desirable method for financing inter- 
mediate-term investments agriculture 
the high degree variability income that 
prevails many parts the industry. Some 
loans made for financing intermediate-term 
investments are written short-term basis 
like current-expense loans. Many these 
loans are then renewed because funds for pay- 
ment are not available maturity. some 
sectors the industry—such those produc- 
ing beef and wheat—where incomes are highly 
variable from year year, this method 
financing may just appropriate writ- 
ing the note with longer maturity. The im- 
portant consideration all instances 
analyze the individual complete 
financial program and adopt the most ef- 
fective methods and procedures for financing 
his individual program. 

Because considerations such these, the 
Agricultural Loan Survey was devised 
would provide information the financing 
intermediate-term investments farmers 
commercial banks. The survey yielded 
some interesting information pertaining this 
aspect farm credit. All notes written for 
the purpose purchasing livestock, other 
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Financing Intermediate-Term Farm Investments 


than feeder classes; machinery and equip- 
ment; automobiles and other consumer dura- 
ble goods; and for improving land and build- 
ings were classified being made for financ- 
ing intermediate-term investments. 


Relative Importance and Size 


Approximately per cent the dollar 
volume outstanding commercial bank loans 
Tenth District farmers mid-1956 was 
made for the purpose financing intermedi- 
ate-term investments. Almost half this 
per cent was made for purchasing livestock, 
other than feeder classes; about two fifths for 
purchasing machinery and equipment; and 
about one twentieth each for improving land 
and buildings, and for buying automobiles 
and other consumer durable goods. 

The average size note written for financ- 
ing intermediate-term investments was $1,617. 
This compares with average size $1,849 
for farm notes written for all other purposes. 
Size note also varied widely purpose 
within the intermediate-term investment cate- 
gory. Notes written for purchasing livestock, 


PERCENTAGE DISTRIBUTION BANK NOTES FOR 
FINANCING INTERMEDIATE-TERM FARM 
INVESTMENTS, SIZE 
(Outstanding June 30, 1956) 

Tenth District 


SIZE OF NOTE 
*Less than per cent. 
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Financing Intermediate-Term 


other than feeder classes, averaged more than 
four times large size did those made 
for purchasing autos and other consumer dura- 
ble goods and were more than per cent 
larger than the average size note written for 
financing all intermediate-term investments. 
Those written for improving land and build- 
ings were somewhat above average size, 
while those written for financing the purchase 
machinery and equipment were somewhat 
below average size. terms number 
notes written, the largest number was written 
for purchasing machinery and equipment. 
The outstanding dollar volume notes 
made for financing intermediate-term farm 
investments was largest the $2,000-$4,999 
size group. The largest number notes writ- 
ten for this purpose were $1,000-$1,999 size. 
The dollar volume notes outstanding 
mid-1956 was considerable importance 
all size groups above $500. All size groups be- 
low $5,000 contained large numbers notes. 
Those above $5,000 had fewer notes. ex- 
pected, relatively large number notes 
written for the purchase automobiles and 
other consumer durables were small size. 


Maturity and Renewals 


definition, intermediate-term 
ments have productive life that usually ex- 
tends over several years. Consequently, 
would anticipated that maturities notes 
written for financing this type investment 
would tend longer than would maturi- 
ties notes written for paying current-ex- 
pense items. Although maturities notes 
written for financing 
vestments were somewhat longer, the differ- 
ence was not great might anticipated. 
About per cent the dollar volume 
notes written for financing intermediate-term 
investments was written with maturities vary- 
ing from demand months, com- 


pared with per cent the dollar volume 


for all bank loans made farmers. 
mately per cent was written with 
ties varying from months, compared 
with per cent for all loans; while 
cent had maturities more than 13% 
which compares with per cent for all 

More than two fifths the dollar volume 
notes written for financing intermediate 
term investments had maturities months 
relatively large proportion the notes 
ten for purchasing livestock, other than feeder 
classes, had maturities months, while 
relatively small part the notes written for 


buying autos and other consumer durable 
goods and machinery and equipment had such 
maturity. Maturities the remainder 
the notes varied widely, with the dollar 
ume for each maturity being significantly 
less importance than for the 6-months 
turity. 
VESTMENT NOTES INSURED COMMERCIAL BANKS 
(Outstanding June 30, 1956) 
Tenth District 


Original 


autos and other 
durables 


intermediate- 
term investments 
Buy machinery and 


equipment 


consumer 
Improve land and 


Buy 


buildings 


“ 
o 


Total 
Demand 

month 

months 

months 

months 

year 

months 
months 

years 

years 

4-5 years 
6-10 years 
Over years 


*Loans with maturities not listed are classed under the 
nearest figure shown—e.g., 5-month and 7-month loans 
are included months.” 

**Under $500,000. 

Note: Because rounding, table may not check. 


— 
Rene 
Tote 
$192 
é 


— 


iidings 


Farm Investments 


Table RENEWALS NOTES FOR INTERMEDIATE-TERM INVESTMENT 


PURPOSES COMPARED WITH NOTES FOR ALL OTHER PURPOSES 
1956) 


Notes For Intermediate-Term 
Investment Purposes 


Other renewals 
Not Renewed 


Note: Because rounding, details table may not check. 


addition lengthening the maturity 
funds were provided for longer periods 
time use the note renewal method. 
Many banks wrote notes with relatively short 
maturities with the intention renewing the 
note maturity funds for payment were 
not available. some instances, renewals 
were planned the time the note was writ- 
ten—that is, there was understanding that 
the note would renewed maturity 
payment funds were not available. other 
instances, the notes were renewed maturity 
even though formal commitment 
had been made. 

the dollar amount intermediate-term 
investment financing outstanding, more than 
half had been renewed one more times. 
This compares with renewal rate about 
per cent for all notes written for other than 
intermediate-term purposes. large propor- 
tion the renewals were planned renewals, 
indicating that the renewal method was used 
for providing longer maturities financing 
intermediate-term investments. 


Acquisition and Repayment Method 


About seven eighths the dollar volume 
notes made for financing intermediate- 
term investments outstanding mid-1956 
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Notes For All Other Purposes 


were written directly the bank. the 
notes that were written directly, per cent 
provided for single payment maturity and 
per cent for instalment payment. Renewals 
also were prevalent among the notes that were 
written directly, with about per cent the 
dollar volume such notes being renewed. 

Some commercial banks acquire farmers’ 
notes from merchants and dealers. large 
extent, these notes were originally made 
the merchant dealer for financing some 
intermediate-term investment. About per 
cent the dollar volume the acquired 
notes provided for instalment payments and 
per cent for single payment. Renewals were 
relatively unimportant among the acquired 
notes—only about per cent the dollar 
volume was renewed. 


Net Worth and Age Borrower 


There was substantial variation the 
amount loans outstanding among the dif- 
ferent net worth groups intermediate-term 
investment loans are compared with loans 
made for all farm purposes. However, the dol- 
lar volume notes for financing intermedi- 
ate-term investments tended relatively 
more important the small and medium net 
worth groups and less important the larger 


Dolla Doll 
Dollar 
lume amount amount amount 
Stotus ing Number ing Number ing Number Average 
(thousands) (millions) (thousands) (thousands) size 
Total Notes $694 390 $1,778 $192 119 $1,617 $502 $1,849 
Renewed 309 4873 210 2,669 
ile Planned 240 2,955 2,690 166 3,092 
such 
ma- 
ANKS 
Urpose 
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Table INSTALMENT REPAYMENTS NOTES FINANCE INTERMEDIATE- 
TERM INVESTMENTS; DIRECT NOTES VERSUS ACQUIRED NOTES 


(Outstanding June 30, 1956) 
istrict 


Tenth 
Renewal Status, and 
Repayment Method Direct 
(millions) 


All Note Sizes 

Planned Renewals: 
Single-payment 
Instalment 

Other Renewals: 
Single-poyment 

Notes Not Renewed: 


Single-payment 
Instalment 


*Less than $500,000. 
than $500. 


net worth groups. This fact can attributed 
the relatively large average size loans 
made for purchasing feeder livestock and real 
estate, which would cause the loans made for 
all farm purposes more important the 
larger net worth categories. 

The largest dollar volume loans for fi- 
nancing intermediate-term investments was 
made borrowers the $25,000-$99,999 net 
worth category. substantial dollar volume 
also was written for the other net worth cate- 
gories, with the exception the group with 
net worth $3,000 less. significant 
number notes were written for farmers with 
net worths under $3,000, but the average 
size note was small. 

all other characteristics are excluded, the 
largest notes tended written farmers 
the older age groups. When the $100,000 
and over net worth category excluded from 
net worth groups, however, the largest notes 
tended written younger farmers. 


Interest Rate 


The interest rate outstanding loans made 
for financing intermediate-term investments 
averaged 6.77 per cent, which was higher than 


Note: Because rounding, details table may not check. 


Average Size 
Number Notes Note 
Direct Acquired Acquired 
(thousands) 


individuals with low net worths have the 


Und 
$10, 
$25, 
$10 
Unk 

the 6.11 per cent average for all farm 
banks. notes secured real estate 
excluded, the average rate for all such notes 
made commercial banks was 6.24 per cent 
Thus, interest rates notes for financing 
intermediate-term investments were 
than the average rate. 
Numerous factors influence interest 
charged individuals. The more 
factors include size note, method repay- 
ment, net worth, and security. Generally, the 
relationships are such that small, 
relatively long-term instalment loans 


highest interest rates. Loans with the opposite 
set characteristics tend have the lowest 
interest rates. 

was pointed out previously, the average 
size intermediate-term note outstanding 
insured commercial banks mid-1956 
somewhat smaller than loans made for 
agricultural purposes. Since there apparently 
significant relationship between size 
note and interest rate, the size difference 
would one explanation for the higher 
terest rates loans made for financing inter- 
mediate-term investments. Size variation 


L 


Table DOLLAR AMOUNT AND AVERAGE SIZE INTERMEDIATE-TERM 


Farm Investments 


INVESTMENT NOTES, AGE BORROWER AND NET WORTH 
June 30, 1956) 


Dollar Amount Outstanding 
(millions) 


$100,000 and over 


Unknown 


Less than $500,000. 


plains only part the difference, however, 
because the rates varied substantially pur- 
pose within each size group. 

Instalment loans are used commonly 
financing intermediate-term investments. Such 
notes are written with interest charged the 
original amount the unpaid balance. 
The interest rate for instalment loans with 
interest charged the original amount was 
128 per cent, which compares with 5.5 per 
cent instalment notes with interest charged 
the unpaid balance and per cent for 
single-payment notes. Since about per 
cent the instalment notes with interest 
charged the original amount were made 
for Snancing intermediate-term investments, 
this also partly explains the difference the 
interest rates. 

Data Table also indicate that interest 
rateson loans made for financing intermediate- 
term investments varied with purpose. Rates 
notes written for buying autos and other 
consumer durables and machinery and equip- 
ment were higher than those written for 
financing other types intermediate-term in- 
vestments. This difference rate can 
largely variation size note 
and proportion loan volume that being 
financed the instalment plan. large part 
the loans written for buying automobiles 
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Note: Because rounding, details table may not check. 


Tenth District 


Average Size Note 


and other consumer durables machinery 
and equipment are relatively small instalment 
notes. Most farm notes written the instal- 
ment plan with interest charged the orig- 
inal amount are written for these purposes. 
Furthermore, most notes acquired banks 
from merchants and dealers were written for 
financing automobiles other consumer du- 
rables and machinery equipment. Since 
large part the acquired notes were written 
with interest charged the original amount, 
the rate these notes averaged 9.45 per 
cent compared with rate 5.98 for loans 
made direct. 


INTEREST RATES NOTES WRITTEN FOR 
FINANCING INTERMEDIATE-TERM INVESTMENTS 


(Outstanding June 30, 1956) 
Tenth District 


Size Note 


land 


Under $250 
$250-$499 
$500-$999 
$1,000-$1,999 
$2,000-$4,999 
$5,000-$9,999 
$10,000-$24,999 
$25,000 and over 
All sizes 


known 
Under $3,000 556 583 470 
991 1,206 958 831 
$10,000-$24,999 2,043 1,528 1,233 
are 
otes 
ing 
her 
ites 
ant 
ay- 
the 
ed, 
the 
ite 
est 


BUSINESS LOANS WEEKLY REPORTING MEMBER BANKS 


United States* Tenth District 


BILLIONS DOLLARS BILLIONS DOLLARS DOLLARS MILLIONS 


1000 


800 


700 


*Commercial, Industrial, and Agricultural Loans. 


BANKING THE TENTH DISTRICT 


Reserve 


City 
Member 


Consumer Price 
Wholesale Price 
Prices Paid Farmers 


Revised. 


TENTH DISTRICT BUSINESS 


Department 
Store Sales 


and Principal 
Metropolitan 


Colorado dat date 
Denver 
Nebraska 
New Mexico* 
City 


Wyoming Tulsa 


1956 

PRICE INDEXES, UNITED STATES 

Bank Banks 

December 1956 Percentage Change From 

alive 

District 

Parcenton anoe—1954 from 1955 


